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Abstract 
The Romanian legal framework for private companies started more than 20 years ago an effervescent process of renewal, as a 
result of ending the communist period and changing the general prospective towards the European Union. This process asked for 
a totally different legal basis for the activity of companies. The legal basis is since quit instable, as it quickly changes according 
to the demands both on the domestic and European level. Until now, the legal framework for corporate governance in Romania 
developed in three steps. In 1990 the first modern companies legal framework was adopted. It regulated five types of companies, 
each with its own particularities in ownership and management. After the official intention to join the European Union (2007), 
the legal framework supported some adjustments, in order to align to the communities system of law. The corporate governance 
also registered some positive but also negative influences. In the third phase, as a result of social environment pressure, the legal 
framework changed dramatically in 2011, when a new Civil Code came into force. 
The paper presents a theoretical approach on this process, pointing out the progress that has been done and also the aspects that 
still need to be improved based on some empirical evidences. 
© 2014 The Authors. Published by Elsevier B.V. 
Selection and peer-review under responsibility of the Faculty of Economics and Business Administration, Alexandru Ioan Cuza 
University of Iasi. 
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1. Introduction 
As a simple definition, corporate governance is about striking a balance between achieving organizational 
objectives/aims and complying with applicable regulations, ethical norms, and contracts. In the short run, there 
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appears to be some trade-off between these two sides of the scale and in the long run, achieving the latter actually 
serves the former by enhancing the sustainability of the company and control of resources, and thus shareholders’ 
wealth. Corporate management must ultimately realize that, one way or another, they will be “held accountable by 
the ‘invisible hand’ of the market and by government”. (Monks and Minow, 2011). 
World Bank defines corporate governance as a combination of laws, regulations and codes of conduct adopted 
voluntarily, providing companies the opportunity to attract financial capital and human resources and its business 
opportunity to operate effectively so that to ensure existence by generating long-term value for shareholders and 
society as a whole. World Bank refers to the ways of implementing corporate governance and the areas that are 
affected by it.  
Corporate governance is a gradually emerging, and highly relevant, business concept in the markets of Europe 
and Central Asia. All companies and financial institutions in the region, whether listed or unlisted, whether family-
owned or with more diverse ownership structures, and whether large or small, can benefit from adopting sound 
corporate governance practices (IFC, 2012 October). 
2. Corporate Governance Background  
The practitioners (IFC, 2012 December) consider that “Implementation of good Corporate Governance beyond 
mere compliance can be seen in the interaction between a company and its stakeholders. If a company runs its 
operations using a win-win approach, generates profit, and at the same time provides benefits to all its stakeholders, 
then this company can be considered a good corporate citizen. This is what implementing Good Corporate 
Governance is all about”. 
Literature establishes some benefits (IFC, 2012 October) of corporate governance. So that, good corporate 
governance practices assist companies and financial institutions to: 
x meet the challenges of the modern business environment 
x enhance  performance, operations, competitiveness,  profitability and long-term value 
x attract capital, investment and business partners 
x build reputation and trust through strengthening of stakeholder relationships  
x establish clear roles, responsibilities and accountabilities 
x improve decision-making and decisions quality 
x define and implement corporate strategy and direction 
x expand in a sustainable manner 
x identify and manage risks 
x create appropriate incentives 
The key factors dictating corporate governance framework are as following: 
x Ownership structure/company type 
x Size (employees, revenue) 
x Nature and complexity of business 
x Where the business is going 
 
Capital, Stewardship, & Control needed through to varying degrees 
Source: (IFC, 2013 January) 
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Fig 1. Corporate governance: Stages of Growth 
3. Romanian Companies - Legal Framework 
The Romanian regulations pocket on corporate governance is a complex one consisting the Companies Law 
(L31/1990R, as amended), specific legislation (e.g. applicable law on public enterprises), regulation on capital 
market such as the Capital Market Law (L297/2004, amended). Also, to complete the legal framework, we can 
include in the pocket the Regulations of the National Securities Commission (CNVM), Code of Corporate 
Governance of The Bucharest Stock Exchange and Civil Code. The Romanian companies’ legal framework is based 
on principles established by the Organisation for Economic and Co-operation and Development at international level 
(Anton, 2008) 
As an overview of main aspects established by law for companies functioning, we mention that in his capacity as 
a legal entity, the company is self-financing only by the people who created it, of those who are now the owners of 
capital and / or through persons authorized to represent the association in accordance with the law and acts of 
incorporation. Recently (the White Paper on Corporate Governance in Eastern Europe), the term of operation of 
companies was replaced by that of "corporate governance", which means the system of management and control of 
companies, all relationships of a company with its shareholders or, more generally, its investors (suppliers, creditors, 
community, customers, employees, government), a system of rights, operations and verifications/control to ensure 
the administrators and managers responsibility towards shareholders (Piperea, 2005). Corporate governance exists, 
therefore, to control potential conflicts of interest that may arise between people involved in a company, in order to 
protect investors' interests. Corporate governance is the system by which companies are directed and controlled and 
involves a set of relationships between a company's executive management, board of directors, its shareholders and 
other parties associated. Corporate governance actually delineates two fundamental issues: the legal relationship 
between shareholders and managers and mode of transmission of power and responsibility from shareholders / 
associates to directors. 
In Romanian legislation, Operation Company assumes the existence of three types of bodies: 
x a deliberative body that would ensure legal establishment under the will of the company; 
x an executive who have to implement all the decisions taken by a deliberative body; 
x a supervisory body to check the legality of the company's activity and how transpose in practice the executive 
body which decided deliberative body. Metaphorically speaking, are seen in the case of commercial company an 
organization on the principle of separation of powers, the three categories of bodies being exponents of the 
legislative, executive and judicial power. Of course, depending on the size of the company, and deliberating, the 
execution and the control bodies will have a higher or lower development. Thus, an LLC with the activity of 
modest size, one partner will be both a deliberative body, he acting to be done for the company's business and 
executive organization, as is most frequently the sole manager of the company. Moreover, as the administrator 
will be responsible for the correctness with which the company operates and keeping proper accounting records 
which overlap with control function. 
The will of the commercial company is manifested through its bodies which are General Assembly of associates 
members or shareholders. Assembly decisions are implemented by the executive or management body 
(administrator) and are controlled by the control body (censors). 
Social will is formed in body of deliberation meetings of the company, which is the General Assembly of 
associates or shareholders in Joint Stock Company or limited liability. The General Assembly is a collective body 
where all associates members are invited to attend to the meetings. This social will is implemented in practice, 
enforced by legal acts committed by the executive, manager or managers of the company. 
Management control of administrator is performed by associate or, in some cases, a specialized organ, ie the 
company auditors. 
The General Assembly is the organ of deliberation and decision of the company. It consists of all associates of 
society. By law, the General Assembly expressed social will that decides all the essential problems of the business. 
As deliberative body, the General Assembly is called to decide on common issues for both society and the particular 
problems covering the fundamentals aspects of the existence of society. 
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According to Law no. 31/1990, republished in 1998, with subsequent amendments, the General Assembly shall 
hold meeting whenever is necessary to take a decision on matters requiring amendment of incorporation of the 
company in question. 
The convocation should be communicated to the associates in one of the following ways, depending on the form 
of the company and, in particular, the number associates: 
x publication in the Official Gazette and in a local newspaper widely spread; 
x registered letter with acknowledgment of receipt, if all the shares are registered and convocation direct costs for 
each shareholder are not excessive. 
According to Roman law, the management commercial companies can be achieved unitary or dualist system, in 
accord with the decision of the associate members expressed in the constitutive General Assembly or during the 
operation of the company, in the extraordinary General Assembly meeting with this special agenda. 
Table 1. Comparison between the unitary and dualist system of the company’s management  
Unitary system Dualist system
Separation of executive function (Director 
administrator) and non-executive function 
(administrators who not accumulates Director 
function) 
Company management is done by a 
directorate and a supervisory board 
The Board of Directors has strict 
requirements defined by law 
Board members represents the company 
acting, usually together, but by unanimous vote 
may empower one of them to represent 
Non-executive administrators should 
represent the majority of in the board of directors, 
which must have odd number of members 
Board members must be in an odd number, 
during their term of 4 years 
Directors working under an individual 
employment contract and administrators on the 
base of the legal relationship of commercial law 
Decision-making and the representation of 
the absent members of the board of directors 
meetings are regulated identically as for the 
unitary system 
Directors liability is individual, 
administrators liability shall be jointly, as members 
of the Board of Directors 
Members of the directorate can not serve as 
member in the Supervisory Board 
The possibility that the General Assembly to 
opt for one or more independent administrators 
Supervisory Board may not exercise 
management responsibilities (assigned of the 
directorate exclusively), but there may be some 
applications where is required to give their consent 
The Board of Directors may also function by 
creating committees of its members, e.g. audit 
committee financial, human resource management 
committee, marketing committee etc. 
Board of Supervisors may create advisory 
committees consisting of at least two of its 
members 
 
Proper functioning and balance of the activity of a company require mandatory an organ or a body which to 
control the accuracy of conducting business. The main role of these bodies is not such punitive but preventive. This 
activity seeks to detect inconsistencies control before becoming deviation from the rule of law and remedy early 
failures. In societies with a complex organizational structure, comprising a large number of associates and complex 
commercial operations the control is made by auditors/censors. For limited liability company law requires 
auditors/censors only if the number of associated switch 15. In the absence of auditors/censors, the right control will 
be exercised by the shareholders, as in general partnerships. 
By law, Joint Stock Company will have three censors and the same number of supleants if the constitutive act 
does not provides for a higher number. The term of censors is 3 years and may be reelected. The law requires that at 
least one of the censors to be certified accountant or auditor. In Romania, the rights and duties of auditors are 
stipulated in Law no. 31/1990. 
The censors notified to the administrators the findings and severe cases they bring to attention the General 
Assembly. According to art. 165 of Law no. 31/1990 censors will write into a special register their deliberations and 
findings. 
The censors are jointly responsible for the failure of their obligations under Art. 166 of Law no. 31/1990. 
Liability claims against the censors shall be exercised in accordance with Art. 150 of Law no. 31/1990. The penal 
responsibility of censors is regulated by art. 271 and seq. and the Law no. 31/1990, as amended. 
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Control exercised by censors is completed with financial auditing activities, which may be internal or external. 
The internal audit means an independent and objective activity which gives to entities an assurance regarding the 
degree of control over operations, guides to improve operations and contributes to adding extra value (Stoica and 
Cristea, 2008).  
Internal Audit standards are governed by the rules of tax law and completed by the decisions of Financial 
Auditors Chamber of Romania and audit standards developed by the Institute of Internal Auditors. Besides the 
advantages for conducting control activities in an organized and effective, internal audit offers the advantage that tax 
declarations/tax returns of the companies which have internal audit department will not be necessary to be certified 
by a tax consultant. 
 
4. Empirical evidences of the applicability of corporate governance in Romanian firms 
The Romanian framework of corporate governance is a complex one and with multiple impacts on the market 
and on the firms level. Analyzing the business opportunities in 2011 and 2012 we can see that sales growth on the 
internal market is in the top, but has registered a decline in 2012. Also, to increase the capacity to enforce the 
business, the firms turned to new products, new technologies and to create new partnerships. As it can be seeing, the 
proportion of these decisions is different for the analyzed year, but the criteria remain constantly (see Fig. 2). 
 
 
Source: own simulation based on the dates provided by White Charter of SMEs in Romania, 2012 
Fig 2. Business opportunities in 2011 and 2012 
For the boards of Romanian firms the 2012 was a difficult year taking into consideration among legislation 
instability, a group of factors such as decrease in internal demand as a result of economic and financial crisis, 
bureaucracy, excessive tax system, inflation, corruption and excessive controls (see Fig. 3). Despite all, the boards 
of Romanian firms decided to change the strategy and to increase the quality of products, to diversify and to 
maintain the level of productivity using the financial services (bank loans, European founds, self-financing etc.).  
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Source: own simulation based on the dates provided by White Charter of SMEs in Romania, 2012 
Fig 3. Major difficulties faced by Romanian firms in 2012 
Analysing the structure of firms depending on the method of financing activities we can see that in accord with 
legislation, the main source is self-financing, followed by bank loans. The trend is raising self-financing and 
decrease bank loans. The capacity of Romanian companies to absorb non-reimbursable funds is still very low (see 
Fig. 4). 
 
 
Source: own simulation based on the dates provided by White Charter of SMEs in Romania, 2012 
Fig 4 Structure of firms depending on the method of financing activities in 2010 and 2011 
Regarding performance we can analyze the nature of innovation activities in Romanian firms (see Fig. 5) and 
forecasting activities performed (see Fig. 6). To maintain the competitive advantage on the market, the Romanian 
firms choose to make investments into human resource, to develop new approaches concerning the ways to deliver 
the products and services and new managerial methods to attract the consumer. It can be seeing that the level of new 
products is high into the options of Romanian boards firms, also the necessity to use the new technologies and IT 
software.  
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Source: own simulation based on the dates provided by White Charter of SMEs in Romania, 2012 
Fig 5 The nature of innovation activities in Romanian companies in 2010 and 2011 
An important issue concerning the future of the firms and the capacity of the boards company is to develop new 
plans of activity and to follow the objectives, in other words, the management by objectives. The Romanian firms 
suffers from this point of view, a high level of them (51%) didn’t developed the plans and strategies. It can be seeing 
(Fig. 6), the 49% of firms develop plans and annual policies and strategies. This fact reflects the incapacity of firms’ 
management to plan the activity for the next years and to anticipate the change of the market.  
 
Source: own simulation based on the dates provided by White Charter of SMEs in Romania, 2012 
Fig 6. The Romanian companies’ structure based on forecasting activities performed 
5. Conclusions  
As Romania integrates into the global economy, in general and in European Union economy especially, 
Romanian companies are facing up to the need to compete in a global market place and European market place 
where investment criteria are increasingly being scrutinized. The volatility that shook the global economy in general 
and the subsequent impacts on global finance and investment behaviour has amplified the value of good corporate 
governance for Romanian companies and for sustainable economic development. 
Romania has made significant progress in corporate governance during the last two decades, but a number of 
issues remain. For example, focusing on risk, audit, and other matters have been established by law but, in many 
cases, have not played their part because of a compliance-oriented business culture. In some cases, independent 
directors’ views are not valued, and benefits of an effective board, especially in the areas of strategic oversight and 
control, remain unrecognized. Also, the market reflects some special issues of the Romanian firms concerning the 
capability to being oriented to the objectives. Because of economic instability, the lack of legal framework, the 
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bureaucracy, the excessive tax and control systems, the insufficient sustainability and the financial problems reveals 
that the Romanian firms are focused on the small and medium terms activity and not to long terms. In the same time, 
the managers find some solution in order to respect de principles of corporate governance (ie competitiveness, 
efficiency, open market) and have developed new products and new technologies. 
The aim of our paper was to reflect the state of the legal framework of corporate governance in Romania in order 
to demonstrate that the firms must to increase the capacities and the efforts to take quality decisions concerning the 
business environment. The corporate governance in the Romanian firms is reflected through legislative framework 
and through the efforts of firms’ managers to maintain the competitiveness on the internal market.  
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